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Address of the President 


MR. D. E. KILGOUR 


A. THE outset, I am sure our policyholders would want me officially 
to welcome on their behalf the many men and women of Head Office, 
branch offices and field force who have served in the forces and who 
have now returned to our ranks. In all, 192 enlisted for service. Of 
these 33 came from Head Office, 25 from the branch offices; 7 were 
branch managers and 127 representatives. To date 65 have returned 
to the Company, including 20 from Head Office, 9 from branch offices, 
3 managers and 33 representatives. Twelve have died on active service. 
To their nearest and dearest we wish, on behalf of the Company and the 
great body of policyholders, to express sincere sympathy, and to convey 
to them a sense of the great loss which the Company has suffered. Nor 
are we unmindful of the still larger body of policyholders of various ages 
- and stations in life who have enlisted for active service. To them, too, 
we pay our respects, and extend a welcome on their return to civilian 
life. During the war years the Company has been well served by the 
men and women who have remained. In their loyal adherence to duty 
they have had the satisfaction of knowing that they not only gave their 
best to the policyholders, but in a sense have carried the torch for those 
who had gone. I feel sure that our policyholders will agree that in no 
important respect have they suffered through lack of attention or cur- 
tailment of service. 


War itself has little on the asset side. Nevertheless it does bring 
to the surface many of the finest instincts and impulses. Notable among 
these qualities has been the willingness to sacrifice and to endure. In 
addition to the splendid work done for the Company itself, the members 
of our staff, both within the office and through outside organizations, 
gave largely of their time and resources to promote many worthy causes 
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associated with the war effort. Throughout the war a great many of 
our company staff regularly gave blood donations. Some of our officers 
and men served in an important national capacity, notably Mr. Bryden, 
in the preparation of financial statistics for the Dominion-Provincial 
Conference in 1941, and more recently Mr, Anderson, in the capacity 
of Director General of National Housing Administration. 


It may interest our policyholders to know that speciai attention is 
being given to the problem of fitting the returned men and women into 
their places. It has involved no concession on the Company’s part in 
maintaining their positions and seniority, because, on the whole, war 
experience has given them a larger outlook on life, has made them more 
serious minded, and has not detracted from their efficiency. In the 
field every aid and encouragement is being given to reestablish our 
representatives as successful life underwriters. In this connection it 
might be observed that we have had an opportunity to select a number 
of returned service men who had not been in our business previously, and 
who we believe will, with training and encouragement, become successful 
life underwriters. Only to the best should the opportunity of entering 
the life insurance field be accorded, and greatest care should be exercised 
that availability should not in itself be grounds for recruiting unsuitable 
persons. Life underwriting should be preserved as a career for men 
and women of high character, good ability and resolution, and to such 
men and women the business can and should occord a welcome and 
provide a proper living. 


During the war years the life insurance companies have made 
notable progress, and the record of our own Company has been in line. 
It is perhaps a commentary on the value of life insurance itself that in 
time of war men and women buy life insurance in ever increasing volume. 
No doubt there is a psychological impulse generated by the war itself 
and what it signifies, that makes people take a serious view of life. But 
principally the increase in new business has come about as a direct 
result of the substantial increase in the personal incomes of our people. 
How far upwards this trend will extend beyond the war remains to be 
seen. It is probably correct, however, to assume that the phenomenon 
of a buoyant insurance market will exist, as it did after the last war, 
for many years to come. 


Reference has been made to the relatively low mortality experience 
in 1945, the claims being considerably lower than those for the previous 
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year notwithstanding the larger amount at risk. There has, of course, 
for many years been an almost continuous reduction in mortality rates 
at the low and middle age groups, though at the older ages this has 
unfortunately not been true. A circumstance, too, is that full employment 
has produced a higher standard of health. These factors have largely 
neutralized the claims resulting directly or indirectly. from the war itself. 
As is well known the death losses in this war among Empire and American 
forces were much lower proportionately than in the last war, attesting 
in part to the change in the character of warfare itself and to the great 
advance made in medical science in the last twenty-five years. It was 
not considered necessary in advance to set aside special reserves to 
meet the additional claims which might result from the war, and no en- 
croachment was made on the surplus funds for this purpose. 


The needs of war on the financial front have resulted in the invest- 
ment of a large proportion of the Company’s funds in government bonds. 
At the year end the Company held $48.2 million of debt of the govern- 
ments of Canada, United States and the United Kingdom, amounting 
to 51% of the total invested assets. In making this large investment 
the Company has no more than played its part in supporting the war 
effort. As events have shown, it has not proved unprofitable. 


The repayment by municipalities and individuals of debts already 
contracted has reflected in the decrease in our holdings of municipal 
bonds, mortgages and sale agreements, and policy loans. 


Life insurance companies have played a big part in channeling 
funds into governmental use for war. At the year end it is estimated 
that of the entire direct debt of the Dominion of about $17 billion, life in- 
surance companies owned about 11%. In helping to save civilization 
our wealth and our resources have proven valiant soldiers. We, how- 
ever, look forward in peace to a more constructive use of the Company’s 
funds and expect as before that they will find employment in productive 
enterprise and in assisting municipalities and individual borrowers. In 
this connection it is interesting to note the figures of the assets of the Com- 
pany, showing their distribution as at the end of 1939 and 1945. As 
will be noted, substantially more than the increase in assets has gone 
into government securities, the total of other assets being slightly lower, 


] 
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Increase or 


Dec. 31/39 Dec. 31/45 Decrease 

Government Bonds Oo 

Dom. of Canada, 

United States and 

United Kingdom......... $10,090,080 $48,255,422 + $38,165,342 

Other Government Bonds 8,620,317 2,818,276 — 5,802,041 
Municipal Bonds........... 9,618,071 8,008,122 — 1,609,949 
Corporate Bonds........... 9,039,054 12,907,432 + 3,868,378 
Stocks—Preferred and 

Comm... ..... re. 3,548,952 4,145,784 + 596,832 
Mortgages and Sale 

Agreements..........00. 12,362,014 11,819,911 — 542,103 
Real Estate. ....ooooooooooos 1,965,413 491,349 — 1,474,064 
Pokey LoS. marras 7,247,962 4,877,749 — 2,370,213 
A 873,797 973,875 + 100,078 


$63,365,660 94,297,920 + 30,932,260 


This concentration of assets in government obligations, the maturity 
and repayment of other existing assets, and the recent continuous de- 
cline in interest rates, have affected the average interest rate earned 
on the invested assets not only of our own Company but of all companies. 
In 1945 our rate was 3.86%. 


I think it is germane at this point to enquire whether interest rates 
generally have not gone low enough. The Bank of Canada has an- 
nounced a policy of low interest rates since its formation in 1935, and 
monetary policy has helped to force the interest rate lower and lower. 
It might have been expected that during the war years a reversal of 
this trend might have occurred, but instead, due to fiscal policy, monetary 
management and patriotic zeal on the part of investors, interest rates 
not only remained low but tended lower still. The last two orthree months 
have seen a further sharp lowering, partly due to the influx of American 
capital into this market in the purchase of our bonds, to the point where 
now the Ninth Victory Loan, offered at par to yield 3% last November, 
is currently being bought at 103 to yield about 2.77%. Itis easy to make 
a case for low interest rates, namely that they help the government to 
finance the burden of debt, help to stimulate business expansion, help 
the government to make additional borrowings at relatively little cost; 
but the trend can go too far and there is a point at which the whole policy 
should be carefully reviewed. Interest rates as a stimulant to business 
expansion do not necessarily need to be carried progressively lower. 


NORTH AMERICAN LIFE ASSURANCE COMPANY. 


It is essential only that they be lower than the rate of return the borrower 
expects to earn through the use of the borrowed funds, Excessively 
low interest rates have a tendency to discourage savings, and although 
some people maintain that our economy has a chronic tendency towards 
over-saving and that the emphasis should be placed on spending, I think 
the case is yet to be proven. It is possible, of course, that an extremely 
low interest rate might lead to greater savings by individuals, inasmuch 
as it requires a greater capital sum now to provide a given income in 
later years. Further, a too rapid lowering of the rate deals rather un- 
fairly with that great group of people who in past years have saved either 
directly or through our banks, trust companies or life insurance companies. 
Many of them now find their financial position being progressively 
jeopardized as a result of action which they could not possibly foresee. 


It is not my purpose to question the motives which underlie the deter- 
mination of an over-all financial policy, but I submit that where arbitrary 
action is designed to defeat the operations of natural laws the effect in 
the end can prove disastrous. People willingly submit to restrictions 
and crushing imposts in time of war, but where it becomes obvious that 
many classes in the community can and will evade and avoid their re- 
sponsibilities and obligations, while others have neither the desire nor 
the opportunity to do so, the result is bitterness, frustration and class 
division. The life insurance companies are custodians of the savings 
of millions of policyholders who are vitally concerned in these matters, 
and they represent a class of people who through thrift and sacrifice prefer 
to pay for their own security than to rely on the state to provide it. 


It was once laid down as a sound principle of economics that taxes 
based on the ability of people to pay should be levied only during a national 
crisis, as in times of war. Indeed the first personal income taxes were 
imposed in Great Britain for the purpose of helping to meet the debt 
charges created by the cost of the Napoleonic Wars. Since that time 
there has been a practical abandonment of the idea that people should 
pay for government services as they do for all other services, according 
to the benefits received. I want to make it very clear that I do not quarrel 
with the state policy of seeing that subsistence living is given to people 
who are utterly incapable of providing it for themselves. Indeed the 
industrialization of our country has made social security measures more 
or less inevitable. But I do submit that in determining the country's 
financial policy measures ostensibly designed to serve one purpose, such 
as meeting the cost of government, should not be used to redistribute 
wealth, either by taking away from those who have or by making it im- 
possible for them, through honest effort, enterprise and thrift, to provide 
for themselves and their future. This class of people have proven the 
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backbone of our country. Their voices are relatively silent. They are 
little heard either in the councils of unions or of political organizations. 
In the ebb and flow of political strife and in the struggles between man- 
agement and labovr, let us see to it that this class is not crucified on the 
cross of political expedience or of organized self-interest. 


Although Canada has been more successful than either the United 
Kingdom or United States in paying for the cost of the war out of current 
taxation, it still has had to resort to a very substantial amount of borrowing, 
with the result that the Dominion direct debt is now some $17 billion. 
Even in these days of astronomical figures, this is a very large sum of 
money, though happily we owe it mainly to ourselves. Nevertheless we 
must envisage an end to the business of deficit financing and debt creation. 
Governments, like people, have the alternatives of spending less than 
their incomes or sooner or later going “broke.” This idea unfortunately 
seems to have become a bit outmoded. It is true that the government, 
unlike an individual, can go on for a number of years and may be justified 
in doing so, in incurring national deficits. Nevertheless I think it is a 
sound policy that national deficits must in time be offset by national 
surpluses, unless it is our deliberate intention to embark on a continuous 
inflationary policy, with disastrous consequences to the best class of our 
people. Governments have obviously some responsibility in levelling 
out business cycles, but it is difficult to resist the momentum of piling debts 
for unproductive purposes. Governments can postpone the inevitable 
longer than individuals, but they can do so only at the aggravation of 
the ultimate disaster. 


I regret that I cannot subscribe to the theory that, because of war or 
because of what we have learned during the war, we can count on a 
higher standard of living for everyone after the war. We cannot reach 
our objectives if we are led to expect more and more for less and less effort. 
The fact of the matter is that the war itself has created debt, the charges 
on which can only be paid for out of the toil and sweat of future generations. 
Insofar as we have made technological advances; insofar as we have 
created new and enduring national assets; insofar as we have learned 
to be more efficient and economical in administration, both government 
and business, and insofar as we have learned better to cooperate with 
each other, we may expect to improve our standards. What the balance 
of the account will be has yet to be determined. But we will do no good 
but harm by reiterating the fallacious doctrine that, if you can create 
apparent prosperity in time of war, you can by any artifice of regulation 
or legislation create enduring prosperity in time of peace. This can 
only come through work, enterprise, foresight and fair dealing one with 
another. All efforts of pressure groups to gain special class advantage 
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can only end in an ultimate setback far exceeding any temporary ad- 
vantage gained. Today both nations and individuals are drifting into 
a state where misunderstanding and disputes, if not settled soon, may 
have most serious consequences. We cannot, for instance, help but 
wonder if anything permanently is gained through strikes. Unless they 
result in removing demonstrable inequalities and injustices, they become 
only the seat of further disorder and disruption, In the meantime they 
result in loss of earnings to workers and block the road to production and 
distribution, so necessary if the evils of inflation are to be avoided. 


It is perhaps as true as it is regrettable that civilization has become 
so complex that it is inevitable that government must play an important 
part in the business affairs of the country, and not merely lay down the 
rules for the operations of private enterprise. It is a mistake, I think, 
to assume that a state must be wholly socialistic or wholly capitalistic. 
I think there are things that the state can do better than private enterprise 
can do; at any rate that there are things that are better for the state to 
keep within its own control. Clearly we would not want to hand the postal 
system back to private hands. Nevertheless it seems clear that, where 
the state does reserve certain matters of business for its own management 
and control, it should see to it first that these do not conflict, through 
competition or otherwise, with private enterprise, and secondly that in- 
sofar as they provide service to the public they should be made to bear 
their full share of taxation. The only justification, it seems to me, for 
the state undertaking this work at all is first that it is obviously of 
a character that can be better done by the state, and secondly that it 
will provide a sort of balance wheel for steadier employment. Un- 
questionably the commitments which Canada has already made as a 
result of its social security measures will add greatly to the burden of 
the country asa whole. Nevertheless I am not questioning nor disputing 
that these measures may be sound. I do wish to say, however, that the 
whole approach to this subject is open to question. There are times 
when the nation as well as the individual may want something that it 
cannot afford tohave. The fact of the matter is that we have approached 
this subject from the point of view of what we want, and then have tried 
to discover whether there are ways and means of providing for it. I 
think it is vital that we should analyze carefully our national resources 
and means before we make additional commitments. 


Canada will better support its vastly increased debt if we can attract 
enterprising, industrious immigrants who will not only share what this 
country has to give but help in bearing the obligations which it has already 
assumed. We must face the situation frankly that, to hold the position 
we have attained during the war, to utilize our greatly expanded pro- 
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ductive capacity, to develop our ample spaces and our wealth of national 
resources and meet our tremendous national commitments, we must 
attract to this country additional population. In so doing we will achieve 
a still greater national production, a more closely knit population making 
for the more economical use of what we have, and a broader base on 
which to rest our postwar tax structure. We must approach the problem, 
however, in a realistic way; first, by a thoroughgoing revision of our taz 
incidence and a reduction in the rate as well to a point where incentive, 
ingenuity and enterprise bring additional rewards; second, by rearing 
a structure of stable business-government relationships so that future 
plans may be made with confidence and in the knowledge that our laws 
and regulations will not be exposed to either drastic or frequent change. 


While there is probably good ground for fearing an extension of 
bureaucratic government and regulation, it is only fair to say that a 
great many ofthe men who entered the service ofthe governmentin recent 
years have not only great ability, but have been actuated by a desire 
to serve their country. There should be a place in the government service 
for men of ambition and ability, and their reward should be commensurate 
to the service which they are able to render. I think also there should 
be a place in our national assembly for more men of business experience 
and training. We are very fortunate indeed to have the class of men 
we have at the present time at the helm, both in our federal and pro- 
vincial governments. But we are approaching a very critical period 
in the history of Canada, when wise compromise must be effected and 
where decisions must be reached that will for a long time affect the pros- 
perity of our country. It is sincerely to be hoped that the Dominion-. 
Provincial Conference which is about to be called will find a satisfactory 
solution of our many existing problems and difficulties. 


After six long years during which we have weathered the stormy 
seas of war and devastation, we have at last entered the torturous calm 
of a quasi peace. For this much at least we must be thankful: Never 
before has mankind been so tried and tested. Never before has vice 
raised its head so high. It was said of Napoleon that he was as great 
as a man could be without virtue. So, too, of our enemies it might be 
said that they were as great as they could be without virtue, without 
love and without God. Let us in no spirit of boasting but conscious of 
our manifold failings, pray for guidance as we meet the dawn of a new 
day. 


— O 


Address of the General Manager 


MR. W. M. ANDERSON 


le year 1945 has been a very satisfactory one for the Company 
in many respects. 


Of the new business total of $43.7 million, new assurances accounted 
for $40.4 million, increasing 8.5% as compared with 1944. New annuity 
business of $3.2 million was somewhat lower than in the previous year. 
The new business as a whole consisted of 15,440 policies averaging 
$2,828 in amount. Due to slightly higher lapses and surrenders, net 
terminations were somewhat increased at $16.2 million, being 4.3% 
of the business exposed to termination. The gain in business in force of 
$27.4 million represented an increase in total business of 8.2%. The 
business in force at the year end, which totalled $362 million, included 
139,054 policies averaging $2,604 in amount. 


Gross death claims and net incurred death losses were significantly 
lower than in 1944 in spite of the materially increased amounts at risk. 
On the other hand, the demand for surrender values was somewhat higher. 


` Total contractual benefits and dividends, amounting to $5.3 million, 


were slightly higher than in the previous year, while the net increase in 
policy reserves was $5.7 million, a total of $11 million in amounts paid 
to policyholders or held additionally for their benefit. This compares 
with premium receipts of $10.7 million, which increased materially 
from $9.8 million in the previous year. 


Salaries and commissions, which totalled $1,753 thousand, account 
for three quarters of the Company's operating expenses and increased 
by 7% as compared with 1944. The average number of members of 
the Company's staffs during the year was 1,167, including part time 
personnel. The annual remuneration of the 364 full time office employees 
of the Company averaged $1,800, and the full time field staff of 459 
averaged $2,200. This latter figure is somewhat lower than in 1944 
due to the higher proportion of new men in the field force. 
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The surplus earnings for the year, which totalled $1,248 thousand, 
were 5.5% higher than in 1944, the increase being more than accounted 
for by the improvement in mortality, Dividends allotted to policyholders, 
which amounted to $1,011 thousand, were 81%, of surplus earnings. 
The Head Office building was written down by $37,500, which included 
$12,500 in respect of improvements capitalized during the year. $100,000 
was added to the contingency reserve to bring the latter to a total of 
$850,000 as a provision for possible revaluation of contractual liabilities. 


Net profits on sale of investments were $449 thousand, while re- 
coveries and reversals of amounts previously written off assets were 
$114thousand. From these amounts a total of $509 thousand was applied 
to write down assets, while the investment reserve was maintained at 
$2,400,000. For some years the Company has been following the practice 
of writing down assets only in cases of intrinsic depreciation and of making 
provision for wide market value movements through the medium of a 
substantial investment reserve. However, recent rearrangements in 
the Company's portfolio of Dominion bonds have resulted in the release 
of very substantial profits on sale. In view of the fact that the proceeds 
of such sales were being reinvested in other Dominion bonds, it has been 
deemed desirable to adjust the book values of the Dominion government 
bonds held by the Company. Accordingly the amounts by which assets 
were written down includes a total of $504 thousand applied to reduce 
the book value of direct obligations of the Dominion to par in case of those 
issues redeemable at a premium and to 99 in the case of issues redeemable 
at par. 


The free surplus now amounts to almost $3 million, while the total 
surplus funds together with investment and contingency reserves aggregate 
$7.7 million, or 8.7% of policy reserves and other contractual liabilities. 


ASSETS: During the year the Company's Victory Loan transactions 
included payment of a subscription balance of $2,700,000 in respect 
of Seventh Loan, subscription and purchase of $3,500,000 of Eighth 
Loan and subscription of $5,000,000 to Ninth Loan, of which $2,800,000 
was taken up within the year. 1945 purchases thus totalled $9 000,000 
with $2,200,000 as a further commitment in respect of the current year. 


At the end of the year the Company's holdings of direct and 
guaranteed obligations of the Dominion government totalled $47.3 million 
or over 50% of invested assets, as compared with 43.7% a year previously. 
Government and government guaranteed bonds as a whole were 54.2% 
of investments and with municipal bonds included, 62.7%. Total bonds 
and debentures were 76.4% of invested assets, stocks 4.4%, mortgages 
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and sale agreements 12.5% and policy loans 5.2%. The Company's 
real estate holdings are now only Y) of 1% of its investments, and apart 
from the Head Office building consist of a very few small parcels. The 
Company's total assets, which reached $96.4 million, increased by 
nearly $7 million during the year. 


WAR CLAIMS EXPERIENCE: Itis of interest to review the Company's 
war claims experience since 1939. During this period a total of 500 
policies providing full coverage became claims as a result of war deaths, 
and payments made under these contracts amounted to $838 thousand. 
In addition 574 policies subject to war clause restrictions became war 
claims, and premiums with interest were refunded to the extent of $86 
thousand. 


Shortly after the war ended the Company commenced issuing policies 
free of war restrictions and at the same time the war clauses in existing 
policies were waived. This practice has been in accord with that followed 
by other companies, and it is to be hoped that never again will the life 
insurance business face the necessity of imposing restrictions in wartime. 


ANNUITY TAXATION: In common with other life insurance com- 
panies, we were very much interested in the recommendations in respect 
of annuity and pension fund taxation which were made last year by the 
Royal Commission appointed to study these matters.. These recommenda- 
tions were substantially in accord with the submissions made to the Com- 
mission by the companies themselves, and with minor exceptions were 
accepted by the government and implemented in the last budget. Since 
then the companies have worked closely with the Department of National 
Revenue in order to develop administrative regulations concerning the 
application of the revised law to contractual annuities. It is our belief 
that the new method of taxing annuity contracts will prove in practice 
to be a satisfactory combination of taxation equity with simplicity of 
administration, and that purchasers of annuities will henceforth be in a 
position where the type of contract they buy will be determined by their 
needs rather than by its income tax position. 


INCOME TAXATION: Annuities form only a small portion in the 
whole field of taxable income, but they are perhaps illustrative of the 
need for reform in our income tax structure. It must be apparent to 
even the most casual observer that regardless of the distribution of taxing 
powers between the Dominion and the Provinces, and regardless of the 
course of economic and financial conditions in the country, we must 
be prepared to face a long period of income taxation at substantially 
higher levels than prewar. In the circumstances it is both necessary 
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and desirable that the tax structure should be simple, equitable and 
administratively efficient. In particular it is highly desirable that the 
pay-as-you-go method of collection, accompanied by source deductions, 
should be continued; otherwise there will be substantial collection losses 
as well as economic difficulties caused by the lag between income receipts 
and tax payments, Since source deductions affect the vast majority of 
taxpayers and account for a very substantial proportion of the total income 
tax collections, it is suggested that the main body of income taxation should 
be designed upon the assumption that it will be deducted at source. This 
would involve a system of rates, exemptions and deductions which at 
least in respect of the lower income brackets could be applied effectively 
and simply to the source deduction process. The additional taxes 
applicable by reason of higher rates in the upper income brackets might 
appropriately be defined, calculated and collected separately. It should 
be observed that a simple tax structure designed particularly to facilitate 
source deductions would permit the latter to be extended to other forms 
of income, such as investment earnings, where substantial source de- 
ductions are not now feasible by reason of the complicated tax structure. 


In the course of revising our tax system, it is important that we should 
arrive at equitable methods which can remain applicable over a com- 
paratively long term of years. Our present income tax structure is a 
progressive one, as is the case with most other countries. It should not 
be forgotten, however, that progressive income taxation is in the nature 
of a compromise. From the economic point of view income tax properly 
should be levied as a straight proportion of all income; that is, on an 
impersonal basis. Such a method, however, would bear very heavily 
upon the lower income groups and accordingly it has been modified to 
take into account ability to pay. If this modification is carried too far 
and progression in rates becomes too steep, there is danger that the income 
tax will defeat its own purposes by dampening personal incentive, with 
the result that the total income of the country declines through lessened 
productivity. Under such conditions income tax may be said to go 
beyond a progressive scale designed to conform with ability to pay, 
and to become a vehicle for the deliberate redistribution ofincome. While 
the extent to which it is desirable to redistribute income within the country 
is a matter of much debate and argument, it is a process which should 
be carried out apart from the main taxation system. 


If the extent of the progression in the income tax structure is limited 
to the necessary modifications in order to reflect ability to pay, it would 
seem that we should be able to arrive at a considerable area of agree- 
ment as to the principles which should be followed in determining the 
relative rates of tax applicable at various income levels. The most 
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important of these considerations would appear to be the extent of the 
initial exemptions against which no tax is levied. If, for example, the 
average per capita income of adults is say $1,000 and it is intended to 
levy against this income average per capita taxes of say $200, there is 
strong reason for the belief that the initial exemption for the individual 
should approximate to the difference between these two figures, that is, 
about $800, or, in a tax structure designed to facilitate source deductions, 
say $780, This amount would represent the net income available to the 
individual if there were complete redistribution of income in the country. 
Accordingly those whose incomes are below this point may justifiably 
be relieved of income tax obligations. On the other hand, incomes in 
excess of such an amount should bear taxation, since the net income 
remaining to the individual will in any case be greater than his average 
share of the total income received after deducting taxes. Furthermore 
it would seem appropriate that the initial rate of tax applicable to the 
income immediately above the exemption limit should be at the over-all 
rate of total tax to total income in the country. This example is an over- 
simplified illustration of the type of approach which might be made in 
order to gain widespread acceptance of the pattern of progression adopted 
for the tax structure. Similar reasoning may be applied to other parts 
‘of the progression. 


SUCCESSION DUTIES: Succession duty levies in Canada are 
likewise of a sharply progressive nature, and it is important that these 
progressions should be examined also, in order to arrive at a more rea- 
sonable and logical pattern, whether the rates as a whole are low or high. 
In this connection attention may properly be drawn to one phase of our 
succession duty legislation which affects the life insurance business. An 
individual who purchases life insurance increases his potential estate 
substantially by reason of the transaction. Because of the progressive 
nature of succession duties, the potential duty of the estate is increased 
in greater proportion. It seems rather anomalous that life insurance 
purchases which do not increase the current value of the individual’s 
property and which to a large extent do not in fact come into being until 
after his death, should result in such substantia! additional duty that the 
increase in the net estate often makes the purchase uneconomic from the 
individual's point of view. This situation is not true of other forms of 
property where there is no increase in value occurring by reason of 
death. Accordingly it would seem appropriate to suggest that life in- 
surance proceeds to the extent that they increase in value at death (that 
is, to the extent that they exceed the cash value or reserve immediately 
prior to death), should be exempt from succession duties. This portion 
of life insurance proceeds is not really passed from one individual to 
another, but in effect comes into existence as a consequence of a death. 
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Accordingly such an exemption from succession duty would have the- 
oretical as well as practical justification. 


SOCIAL SECURITY: Itis apparent that any study of our tax structure 
cannot be divorced from the social security measures which are now in 
effect or have been proposed in Canada. The concept of a “floor of 
protection” to provide minimum incomes in various circumstances has 
gained substantial acceptance throughout Canada and other countries, 
It should not be forgotten, however, that the necessity for social security 
measures arises largely by reason of the complicated civilization in 
which we live, and the resultant situation that many of the contingencies 
faced by the individual are beyond his control, and cannot be avoided 
nor guarded against by individual action. It should also be emphasized 
that social security measures, to fulfil their purpose, must be compulsory 
and that compulsion should never go beyond the point necessary to achieve 
imperative objectives. Accordingly benefits which the individual can 
provide through his own volition, ability and effort have no part in a 
social security scheme, desirable though they may be in themselves. 
At the same time, however, it is necessary from the point of view of efficient 
administration that the social security benefits provided should be as 
simple and as universal as possible. Furthermore, it seems very important 
that these benefits should be paid for specifically by the people as a whole 
in an explicit manner. They should not be placed in the position of benefits 
granted by the state and financed from general taxation. 


For these reasons I personally favour social security measures which 
provide flat rate universal benefits, as for example family allowances 
and the new scheme of old age pensions proposed, although I recognize 
the necessity and merit of graded benefits for temporary contingencies 
asin the case of unemployment insurance, Itseems to me to be important, 
however, that we should as soon as possible introduce a contribution 
system designed to provide specifically for the financing of our various 
social security benefits. My own preference is for an over-all contri- 
bution proportionate to income, and sufficient on the average to pay for 
the cost of all benefits. Such a form of contribution is both explicit and 
simple and reflects ability to pay. Since it is obvious that persons in 
the upper income groups would contribute more than the value of their 
own benefits, I would propose that the social security contribution should 
be classed as an exemption before computing income tax. Paralleling 
this, however, it also seems appropriate to classify all social security 
benefits (at least those paid in cash) as taxable income. Such a pro- 
cess has already been suggested for the old age pensions as a method 
of reducing the redundancy in the case of persons with other income, 
and I suggest that it would also be desirable in respect of other forms 
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of benefit. Furthermore, the process of exempting social security con- 
tributions and of taxing the benefits themselves is in accord with the prin- 
ciple now followed in connection with the taxation of pension plans, 
and I feel that it would be both well understood and generally acceptable. 


My own feeling is that a social security contribution proportionate 
to income should be at a sufficiently high level (probably of the order of 
about 10% of income) to finance all or virtually all of the benefit costs. 
I do not believe that it is desirable to have social security contributions 
either from general tax revenues or from specific taxes levied on employers 
(except possibly in respect of unemployment insurance). The propor- 
tionate contribution of itself effects a reasonable redistribution of the social 
security burden among the various income levels, and there should be 
no necessity for supplementary contributions from other sources. 


To put the case in another way, in the long run the typical individual 
of average income should make direct contributions during his working 
years sufficient to cover the cost of (a) the family allowances paid in 
respect of him when he was a child, (b) the current coverages, such as 
unemployment insurance, to which he may be entitled, and (c) his pro- 
spective old age pension. It should be observed that the concept of the 
family allowance as a benefit to the child to be repaid by later contri- 
butions during his working years simplifies the whole relationship of 
social security contributions and benefits. This is so because the in- 
dividual's payments for his family allowance are in arrears, while those 
for his old age pension are in advance, and the two tend to counterbalance 
one another in such a way that the interest factor may virtually be ignored 
in computing the combined contributions for them during the working 
ages. 


Only in the early period of such a social security program is there 
any disturbance of equitable balance. During these years members 
of the working population pay for family allowances which they, as in- 
dividuals, did not receive in their childhood, and these contributions 
finance the benefits to the current retired population which has contributed 
only in part or not at all towards its retirement benefits. Thereafter 
individual equity exists throughout the plan, tempered only by the re- 
cognition of ability to pay achieved through contributions proportionate 
to income. 
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I should like to emphasize that these views concerning social security 
measures are personal ones, I believe, however, that at a time when 
Canada is implementing measures which will affect the well-being of 
our people far into the future, it is very important that we should strive 
to reach common understanding and acceptance of the basic principles 
to be followed. Social security measures can be of inestimable value 
to us but mistakes in this field can be very costly and even dangerous to 
our way of life. 


